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Novemberl9, 2004
Council PresidentloanBauer
and Council Members
10th Floor City Hall
Lansing,Michigan 489331694

Dear PresidenBauerand Council Members:

We arepleasedo submitthe comprehensivennualfinancial reportof the City of Lansing,
Michigan for thefiscal yearendedJune30, 2004. Responsibilityfor boththe accuracyof the data,andthe
completenesandfairnessof the presentationincluding all disclosuresyrestswith the City. To the bestof
our knowledgeandbelief, the encloseddataare accuraten all materialrespectsandarereportedin a
mannerdesignedo presentfairly thefinancial positionandresultsof operationsgovernmenwide and of
the variousfunds of the City. This managemenassurancés supported by a comprehensivesystemof
internal controlsdesignedo reasonablyensurethat assetf the City are protectedfrom loss, theft or
misuseandto ensurethat adequateaccountingdataare compiledto allow for the preparationof these
financial staementsn conformity with generallyacceptedaccountingprinciples. Suchcontrolsinclude
appropriatepolicies andprocedurespngoingrisk assessmengndmonitoring andreview processes
which arecommunicatedhroughoutCity operationsDisclosuresneessaryto enablethe readerto gain
an understandingf the City's financial activities havebeenincluded.

This letter of transmittalis designedo complementhe ManagemenDiscussionand Analysis
andshouldbereadin conjunctionwith it. The Managenent Discussionand Analysis canbefound
immediatelyfollowing the IndependenAuditor Report

Thefinancial reportingentity (the City) includesall of the fundsandof the primary government
(i.e., the City aslegally defined),aswell asits blendedcomponentunits. Blendedcomponentunits,
althoughlegally separateentities are,in substancepart of the primary government’'soperationsandare
includedaspartof the primary governmentThe LansingBuilding Authority, the Tax IncrementFinance
Authority andthe Brownfields Redevelopmen&uthority are blendedcomponentunits. Discretely
presenteccomponentunits arereportedin a separateolumnin the combinedfinancial statements$o
emphasizehatthey arelegally separatdrom the primary governmeniandto differentiatetheir financial
position, resultsof operationsandcashflows from thoseof the primary government.The Lansing
Entertainmen®& Public Facilities Authority, is reportedasa discretelypresenteccomponentunit.

The City providesa full rangeof services;ncluding police andfire protection;sanitation
servicesihe constructionandmaintenancef highways,streets sewersandinfrastructure;recreational
activitiesandsupportfor humanservicesandcultural events.

ServingasMichigan'scapital since1848, Lansingwasincorporatedin 1859 andoperatesunder
provisionsof Public Act 279 of 1909,asamendedthe "Home Rule City Act"). The City is locatedin the
lower middle of Michigan'slower peninsulaandoperatesindera strang Mayor form of government
establishedby 1978 Charterrevision. It is amaturecore City with a populationof 119,286accordingto
revised2000 Censudigures.



City of Lansing

ECONOMIC CONDITION AND OUTLOOK

Today,aswith muchof the pastdecadelansingis the numbe one passengecar assemblysitein North
Americathe“Car Capital”. Throughregionaleconomicdevelopmengefforts andincentives,it hashelpedto
securethis positionwith 2001 constructionof the GeneralMotors (GM) GrandRiver AssemblyPlant,a new GM
stampingplant, andongoingconstructionof the new GM LansingDelta AssemblyPlant. Thesenew high
technologymanufacturingcentersare consideredndustry models,replacingfacilities with rootsthataremore
than 100yearsold andhelpingto secureLansing’s employmentand economicbasewell into the new century.
Enhancingeconomicandemploymentprospectsaswell asGM’s competitiveposition, Lansingcontinuesto
work with the Companyand neighboringDelta townshipto attractandhousesecondanandtertiary sequencing
suppliers.

Unlike manyothercapitalgoodsmanufacturingcenters Lansing’seconomyis multi-faceted helpingto
shieldthe areafrom someof the more pervasivecyclical trendsassociatedvith a strictly manufacturingbased
economy.As the StateCapitol, by Constitution,the principle offices of all StateDepartmentsnustbe locatedin
Lansing.Stategovernmentaspartneredwith Lansingon numerouseconomicdevelopmenprojects,attracting
attendantassociationandvendorsseekingto do businesswith the State.Lansingis adjacentto Michigan State
University, aland grantinstitution with a communityservicemission,andthe largestof the“Big Ten”
Universities.Two Lansinghospitals,employingmorethan8,000 people,haveemergedasregionalhealthcare
centersandboth areratedamongthe top hospitalsin the countryin severalmedicalspecialtiesindicative of the
relative stability of Lansing’seconomy while nationalunemploymenexceeded% and Michigan statewide
unemploymenivas6.8%in Juneof 2004, Lansingunemploymenivas5.0 % andthe secondowest of
Michigan’s 16 reportingregions.

Economic Development Lansingmakesstrategicuseof a“toolbox” of developmentindredevelopment
incentivesandpartnershipsandis continuing a decadeof successn attractinginvestmentandreinvestmenin
industrial, commercialandhousingsectors Major ongoingprojectsinclude:

-Boji Development. This projectis now nearingcompletionandwill provide 100,000squarefeet of
privately ownedoffice spacenearthe StateCapitol. The Stateof Michigan will relocatesome700 employeego
Lansing’sdowntownarea,including a portion of this facility. Throughits Building Authority, the City issued$19
million in bondsfor anadjacentl,230spaceparkingramp. The developerandnearbybusinessesvill guarantee
leasefor mostspacedor the 25 yearlife of thesebonds.Bondswereissuedin taxableandnontaxableseriesand
wereratedAaafrom Moody'’s InvestorServicesand AAA by Standardand Poors Corporation.The City
commitmentis conservativelyexpectedto be self -funding, with new propertytax revenueaccruingto the City’s
Tax IncrementFinanceAuthority (TIFA), oncerelatively minor Brownfields restoration(See*Prudden
Development’below.) commitmentsaremet. A Core Communitiesinitiative grantandloan from the Stateis
assistingwith this project.

-Prudden Development. As a core City, Lansing'sgrowth hasbeenrestrictedby the lack of significant
parcelsof undevelopedand, andby the higher costsassociatedvith restorationof obsoletesites(“brownfields”).
Public Act 381 of 1996 providesfor the captureof increasedax valuefrom redevelopmenof brownfield sitesto
reimbursedeveloperdor costsassociatedvith suchrestoraton, andLansingis making extensiveuseof this
redevelopmentool. In 1998, the City, in partnershipwith a private developerreceiveda Michigan Transportation
EconomicDevelopmentgrantfor newroadserviceto anabandonedactory facility (PruddenMotor Wheel)on
the City's Northeastside. The City leaseda portion of this facility to serveasaNorth Police Precinctwhich was
intendedto actasalinchpin to a major redevelopmengffort. A significantlocal engineeringand consultingfirm,
andelemens of LockheedMartin Corporationrelocatedto the site.

With the succes®f thefirst phaseof this developmentgconstructionis proceedingon renovationof afour
storyfactory building on the siteto 110loft style apartmentsat an approximatecostto developersof $1.32
million. The projectalsoincludes120 new luxury rentalunits on the site at aninvestmentof $8.2million, anda
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further 60,000squarefoot office developmentepresentsninvestmentof $2.5million. The City is providing for
brownfields recaptureunderP. A. 381 for theseprojects.The Stateof Michigan is providing creditsagainstits
Single BusinessTax (SBT) to assistthe project.

-Boys Training Center Development: A 25 acresite which wasformerly the Stateof Michigan’s Boys
Training Schoolwaspurchasedy the City, andsubsequentlsoldto the Burton-KatzmanCompanywhich is now
constructingsome200 units of private marketbasedhousingadjacentto Lansing’sEasternand Catholic Central
High Schoolsand SparrowHospital. Representingsome$27 million in private developmentthe projectis
assistedby a brownfield recaptureagreemenfor environmentakndsite utility costs.The City, throughthe
LansingBrownfield's RedevelopmenAuthority (LBRA), issued$2,225,000in bondsto supportthis projectin
August, 2004.

TheseBondswereratedAa3 by Moody'’s InvestorServicesandAA+ by StandardandPoors
Corporation,reaffirming Lansing'sbondrating asoneof the highestin Michigan.

-GM Lansing Delta Assembly Plant. Constriction is now underwayand expectedo be completedfor
productionby the Spring of 2006. This projectis facilitated by an unprecedenteihtergovernmentaagreement
betweenLansingandadjacentDelta Township underMichigan Public Act 425. The agreementonditionally
transferredL000acresfrom Delta Townshipto the City for twenty-five years,with optional renewal,andprovides
for sharingof propertytax revenueandservices All incometax revenuewill accrueto Lansing,while property
taxeswill be split betweenthe two entities.Subsequento the agreementlansingprovidedreal propertytax
abatemenbf 50% of the costof plant construction,and 100% of new plantequipmentunderMichigan Public
Acts 198 and 328. Offsetting theseabatementsisM agreedto pay an InfrastructureRecoveryand Service
paymentto the City. It shouldbe noted,thatthe facility underconstructionandthe new stampingplantwhich has
alreadybeencompletedat the site utilize only about300 acres |eaving significant spacefor future expansion.

Despitebroadscaledevelopmensuccesandlow relative unemploymentlike muchof theindustrial
Midwest Lansingexperiencedcontinuedchallengesn FY 2004. Suchchallengeswverelargely attributableto the
slow paceof economicrecowery elsewheran Michigan, and Stategovernment’'sresponseso resultingrevenue
shortfalls.A mid-yearreductionin StateRevenueSharingof $1.2million wasoffsetthroughmaintaining
vacancieccurringthoughpositionturnover,reducedexpendituredor norressentiacapital projects,andcontrol
andmonitoring of internal operatingcosts.Despiteshortfallsin incometax revenuedrom original estimates,
attributableto a hiring moratoriumin StateGovernmentandhistorically low ratesof returnon shat term
investments,the City completedthe fiscal yearusing $139,459essof its Budget StabilizationFund,andnoneof
the $262,566in GeneralFund-FundBalancewhich wasoriginally appropriated.

FY 2004 representedhefirst time thatthe City used funding reservedrom its BudgetStabilizationFund
(BSF). The BSFwasestablishedy ordinancein FY 1994-95 with atransferof $5.6 million from its General
Fund-FundBalance.Evenafter utilizing $2,063,912%rom the Fundin FY 2004,$8,293,030remainsavailable.By
policy the City may useno morethan20% of its availableGeneralFund Fund Balanceand BSFreservesn any
oneyear.This is intendedto ensurethatlarge structuraldeficits are not generatedy exhaustingsuchreserves
beforebudgetbalarcing measuregreundertaken.

To meetpolicy requirementsaind maintainits financial stability, the City hasengagedemployeesand
Directorswithin its principal departmentsn a broadstrategiceffort to resolvestructuralissueslt hasidentified
andis implementingsignificantfunding changewhich will occurin FY 2005. Suchrestructuringwill largely
occurwithout diminishing services.The original FY 2005 budgetincluded$1.8 million from its GeneralFund
FundBalanceand BudgetStabilizationFund. It is now anticipatedthatit will not needto useanyfunding from its
reservesExamplesof funding changesnclude: Throughajoint managemenlabor effort, the City will self insure
employeehealthcarewith appropriatendividual andaggregataeinsuiance;arate agreemenhasbeennegotiated
betweenthe City andthe LansingBoard of WaterandLight to achievesavingsin electricalcosts;the City has
increasedats liability insurancedeductiblefrom $100,000to $350,000to betterreflect experiencehistory;the
City’s franchiseagreemenfor cabletelevisionis beingrenegotiatecandis expectedo increaserevenue.
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Among othersignificant financial policies, The City hasestablisheda VEBA planfor non-police andfire
employeedeginningemploymentafter 1990. In addition, the City hasbegunfunding for both police andfire
employeesandthosemembersof the EmployeesRetirementSystemwho beganemploymentprior to 1990
throughthe respectivepensionsystemsWhile high healthcarepremiumincreasesandrevenueshortfall
precludedvoluntary excesscontributionsin FY 2004, the City hascontinuedto makethosecontractualand
actuarialcontributions,with aview that suchfunding will greatlycontributeto long termfinancial stability. A
revisedactuarial studyis underwayto determinefuture funding needs Regardingthe City’s two definedbenefit
retirementplans,the Police and Fire RetirementSystemis 103.8%fundedandthe EmployeesRetirementSystem
is 86.3%fundedasof December31, 2003. This reflectsthe PensionFundedRatio of Actuarial AccruedLiability
methodof measuringhe systems’progressn accumulatingoenefitswhendue.

Also, with adoptionof its FY 95 Budget,the City implementeda policy of dedicatinga minimum of 4%
of GeneralFundexpendituredo infrastructure.ln mostyears the City hasexceededolicy funding levels.In FY
2003,the City increasedts policy commitmentto 5%, incorporatingGeneralFund supportfor its Combined
SewerOverflow programwithin its SewageFundto partially cashfund the program.In FY 2004, initial support
exceededb%; however,StateSharedrevenuereductionsnecessitatedleferralof somelower priority activities.
The original 4% commitmentwasmaintained Partially offsetting reducedavailablefunding from its General
Fund,the City utilized projectresidualsworkedto closeseveralolder bondfunds,andmadeplanneduseof 2003
SewageBond proceeds.

OTHER INFORMATION

Budgeting Controls. The objectiveof the City's budgetarycontrolsis to ensurecompliancewith legal provisions
embodiedin the annualappropriatedoudgetapprovedby City Council. The City alsomaintainsanencumbrance
accountingsystemasonetechniqueof accomplishingbudgetarycontrol. Encumberedamountsapseat yearend.
However,encumbrancegenerallyarere-appropriatedaspart of thefollowing year'sbudget.Council appropriates
to alevel of PersonnelQOperatingCosts,Debt, Equipment,and (whereapplicable)Contingencieswvithin each
Departmentanddelegatesexpendture control within thesecategorieso managemenwith specificreporting
requirementsunderadoptedpolicy.

Risk Management. The City carriesall-risk coverageon all realand personalpropertyandcontents.The total
coveragds $200million with a $25,000deductible.Workers Compensatioris self insuredwith excess
reinsurancecoveragefor claimsexceeding$500,000from the StateAccident Fund. The City carriesliability
coveragein theamountof $16 million peroccurrence.

Independent Audit . Statestatutesrequireanannualaudit by independentertified public accountantsThe
accountingfirm of PricewaterhouseCoopetd P, wasselectedby the City's Audit Committee.In additionto
meetingrequirementssetforth in Statestatutesthe audit alsowasdesignedo meetthe requirementof the
FederalSingle Audit Act of 1984 andrelatedOMB Circular A-133. The auditor'sreporton the generatpurpose
financial statement&nd scheduless includedin the financial sectionof this report.

Awards. The GovemmentFinanceOfficers Association(GFOA) awardeda Certificate of Achievementfor
Excellencein FinancialReportingto the City for its ComprehensivéAnnual FinancialReportfor thefiscal year
endedJune30, 2003. This wasthe 26th consecutiveyearthatthe City hasreceivedthis prestigiousaward.In
orderto be awardeda Certificate of Achievementthe City mustpublishan easilyreadableand efficiently
organizedcomprehensivannualfinancial report. This report satisfiedboth generallyacceptedaccounting
principlesandapplicablelegal requirements.

The Certificate of Achievementis valid for a period of oneyearonly. We believethat our currentComprehensive
Annual FinancialReportcontinuesto meetthe Certificate of AchievementProgram'sequirenentsandwe are
submittingit to the GFOA to determineits eligibility for anothercertificate.
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Acknowledgments. The preparationof this comprehensiveannualfinancial report,on atimely basis,wasmade
possibleby the dedicatedserviceof the entire steff of the FinanceDepartmentBecauseof vacanciesanda hiring
freeze,many staff wereworking in out of classassignmentsluring the audit, andthe resultsreflectthe extra
efforts of all involved. Eachmemberof the departmentasour sincereappreciadion for their contributionsmade
in the preparationof this reportandin the financial managemenof the City. The 26th consecutiveGFOA award,
recognizingtheir efforts, is well deservedndeed.

Sincerely,

Tony Benavides
Mayor

GlennKirk
Director of Finance
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